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SUBJECT: PETRONAS MAY OPT FOR SERVICE CONTRACT AGREEMENTS 
WITH OIL EXPLORATION COMPANIES 

REF: KUALA LUMPUR A-30 AND PREVIOUS 

1. SUMMARY. TOP MANAGEMENT PETRONAS DEBATING WHETHER 
MALAYSIA SHOULD HAVE "MIDDLE-EAST" TYPE SERVICE CONTRACT 
AGREEMENTS WITH OIL EXPLORATION COMPANIES. AT PRESENT 
NO DECISION HAS BEEN REACHED. END SUMMARY. 

2. SENIOR OFFICIAL PETRONAS TOLD EMBOFF THAT INTERNAL 
DEBATE RAGING WITHIN TOP MANAGEMENT PETRONAS OVER TYPE OF 
AGREEMENT TO NEGOTIATE WITH OIL EXPLORATION COMPANIES IN 
MALAYSIA, BOTH EXISTING FIRMS AND NEW FIRMS. ONE GROUP 
OFFICIALS ARGUES MALAYSIA TO DATE HAS BEEN ONE STEP 
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BEHIND ENLIGHTENED OIL PRODUCING COUNTRIES (I.E., 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 


MIDDLE-EAST PRODUCERS) IN ARRANGING WITH OIL EXPLORA- 
TION COMPANIES. 

3. WHEN MALAYSIAN CONCESSION AREAS AWARDED SEVERAL 
YEARS AGO, PETRONAS STATED THAT GOM FOLLOWED ADVICE OF 
WALTER LEVY. OIL CONSULTANT HIRED TO ADVISE GOM, AND 
SIGNED ROYALTY CONCESSION AGREEMENTS WITH OIL EXPLORA- 
TION COMPANIES. ACCORDING PETRONAS OFFICIAL. THIS WAS 
BAD DECISION AS GOM SHOULD HAVE OPTED FOR PRODUCTION- 
SHARING ARRANGEMENT. 

4. PETRONAS AGAIN AT CRITICAL DECISION POINT BECAUSE AGREE- 
MENTS WITH OIL EXPLORATION COMPANIES NOW IN MALAYSIA 
WILL BE RENEGOTIATED UNDER PROVISIONS PETROLEUM DEVELOP- 
MENT ACT 1974. PETRONAS HAS FRESH OPPORTUNITY NOT 
REPEAT PAST ERRORS. ONE GROUP PETRONAS OFFICIALS PUSHING 
HARD FOR "MIDDLE-EAST" ARRANGEMENT WHEREBY PETRONAS 
WOULD RETAIN OIL CONCESSION RIGHTS AND OIL EXPLORATION 
COMPANIES WOULD PERFORM EXPLORATION AND PRODUCTION 
ACTIVITIES UNDER SERVICE CONTRACT TO PETRONAS. THUS, 

OIL EXPLORATION COMPANIES WOULD BE CONTRACTORS TO 
PETRONAS. 

5. PETRONAS REALIZES THAT SUCH ARRANGEMENTS SHOULD 
NOT BE SO RESTRICTIVE AS TO SCARE OFF OIL EXPLORATION 
COMPANIES FROM MALAYSIA. PETRONAS MAY DECIDE HAVE 
SERVICE CONTRACT ARRANGEMENT FOR EXISTING OIL PRODUCING 
CONCESSION AREAS AND PRODUCTION-SHARING AGREEMENTS FOR 
AREAS WITH EITHER LESS OR UNKNOWN POTENTIAL. 

6. AS OF NOW NOTHING HAS BEEN RESOLVED AND TYPES OF 
ARRANGEMENT ARE STILL OPEN QUESTION. PETRONAS OFFICIAL 
SAYS MATTER WILL BE THOROUGHLY STUDIED BEFORE DECISION 
MADE. 

7. COMMENT. THIS IS FIRST INDICATION EMBASSY HAS 

RECEIVED THAT PETRONAS MAY OPT FOR SERVICE-TYPE CONTRACTS 
WITH OIL EXPLORATION COMPANIES. PRESUMABLY SUCH ARRANGE- 
MENT WOULD APPLY TO SHELL, EXXON, AND CONOCO, WHICH 
COMPANIES EITHER IN PRODUCTION OR HAVE HAD SOME SUCCESS 
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IN EXPLORATION IN MALAYSIA, ALTHOUGH IN CASE SHELL, 

SOME SPECIAL ARRANGEMENT WOULD PROBABLY BE MADE TO REFLECT ITS 
SPECIAL HISTORICAL POSITION. UNDER PROVISION PETROLEUM 
DEVELOPMENT ACT 1974 NEW AGREEMENTS SHOULD BE NEGOTIATED 
BETWEEN PETRONAS AND EXISTING OIL EXPLORATION COMPANIES 
WITHIN SIX MONTHS FROM OCTOBER 1, 1974 (DATE PETRONAS 
BEGAN OPERATIONS), I.E., APRIL 1, 1975. IT NOW SEEMS 
CLEAR THAT THIS TARGET DATE WILL NOT BE MET, BUT PETRONAS 
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DOES NOT SEE THIS AS SUBSTANTIVE PROBLEM AND CORRECTLY 
PREFERS TO TAKE TIME NECESSARY TO THOROUGHLY THINK 
THROUGH ALL ASPECTS BEFORE REACHING DECISION. 

UNDERHILL 
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